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EXPOSURE DRAFT
PROPOSED STATEMENT OF POSITION
REPORTING REPURCHASEREVERSE REPURCHASE AGREEMENTS AND
MORTGAGE-BACKED CERTIFICATES BY
SAVINGS AND LOAN ASSOCIATIONS
OCTOBER 28, 1985

Prepared by the Savings and Loan Associations Committee
American Institute of Certified Public Accountants

Comments should be received by December 27, 1985, and addressed to
Maryn H. Fisher, Technical Manager, Federal Government Division
AICPA, 1620 Eye Street, N.W., Washington, D.C. 20006

SUMMARY

The proposed statement of position recommends certain disclosures by savings
and loan associations, as described in paragraph 30, for repurchase and r e verse repurchase agreements, including dollar repurchase and dollar reverse
repurchase agreements. In addition, the proposed statement of position recommends that mortgage-backed, pass-through c e r t i f i c a t e s be reported separately
on the statement of financial condition by savings and loan associations.
The proposed statement of position also recommends that the market value of
mortgage-backed c e r t i f i c a t e s be disclosed in the statement of financial condition or the notes to the financial statements.
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Fisher, Technical Manager, Federal Government Division,
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helpful if they refer to the specific paragraph numbers and
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REPORTING REPURCHASE-REVERSE
REPURCHASE AGREEMENTS AND MORTGAGEBACKED CERTIFICATES BY SAVINGS
AND LOAN ASSOCIATIONS
INTRODUCTION AND SCOPE
1. In June 1985, a special task force of the Auditing Standards Board of the
AICPA issued a report on auditing repurchase agreements entitled Report of The
Special Task Force on Audits of Repurchase Securities Transactions (hereafter
referred to as "the report"). The nonauthoritative report was the result of
the task force's study of the adequacy of existing guidance on auditing transactions involving repurchase and reverse repurchase (RP-RRP) of securities
In part, the report indicates that there is a presumption that the financial
statements of entities engaged in these transactions "reflect both the risks
of and the returns from those undertakings."1 The report also states that
"the auditor should evaluate the adequacy of financial statement classification and disclosure of RP-RRP transactions in general and of the status of the
collateral in particular."2
2. The 1979 revised edition of the AICPA Audit and Accounting Guide, Savings
and Loan Associations (hereafter referred to as "the S&L guide"), addresses
RP-RRP agreements. For repurchase agreements, the S&L guide states the following: "If material, these investments should be disclosed separately in the
financial statements."3 For reverse repurchase agreements, the S&L guide indicates that a liability should be established for the amount of the proceeds.
However, illustrations of disclosures are not provided.
3. Currently, some savings and loan associations disclose RP-RRP agreements
separately. However, in the absence of definitive disclosure requirements,
the extent of disclosures relating to RP-RRP agreements has differed. The
AICPA Savings and Loan Associations Committee (the committee) believes that
specific guidance is needed to achieve uniform reporting practices for transactions involving repurchase and reverse repurchase of securities. Accordingly, this proposed statement of position recommends certain disclosures for
RP-RRP agreements, including dollar repurchase-dollar reverse repurchase
agreements, by savings and loan associations.4 In addition, this proposed

1
American Institute of Certified Public Accountants, Report of The Special
Task Force on Audits of Repurchase Securities Transactions (New York: AICPA,
1985), 30.
2

Ibid. , 25.

3

American Institute of Certified Public Accountants, Savings and Loan Associations, rev. ed. (New York: AICPA, 1979), 21-22.

4

Reporting RP-RRP transactions by other entities may be considered by a task
force of the AICPA Accounting Standards Executive Committee, which is studying ways to improve disclosures relating to risks and uncertainties generally.

5

statement of position modifies the recommended c l a s s i f i c a t i o n of mortgagebacked, pass-through c e r t i f i c a t e s by savings and loan associations as d i s cussed in the S&L guide.
4. The recommendations in t h i s proposed statement of position are limited to
RP-RRP transactions by savings and loan associations involving s e c u r i t i e s as
described in paragraph 6. The proposed statement of position does not address
reporting for r e t a i l repurchase agreements. 5
BACKGROUND

Repurchase and reverse repurchase agreements
5.

The S&L guide addresses RP-RRP transactions and s t a t e s the following:
An association may invest in short-term repurchase agreements, commonly referred to as "repos." These transactions represent purchases of s e c u r i t i e s on a short-term basis under agreements whose
terms provide that the s e l l e r s w i l l repurchase the s e c u r i t i e s within
a very short period of time, usually a few days.
An association may also borrow under repurchase agreements, commonly
referred to as "reverse repos." In substance, these arrangements
represent borrowings c o l l a t e r a l i z e d by the related s e c u r i t i e s . 6

RP-RRP transactions sometimes take the form of dollar repurchase-dollar r e verse repurchase agreements, which are transactions involving the transfer
of similar but not i d e n t i c a l s e c u r i t i e s . AICPA Statement of Position 85-2,
Accounting for Dollar Repurchase-Dollar Reverse Repurchase Agreements By
Sellers-Borrowers, describes the types of RP-RRP transactions and indicates
(in paragraph 7) t h a t RP-RRP agreements involve i d e n t i c a l s e c u r i t i e s while
dollar repurchase-dollar reverse repurchase agreements involve similar but not
i d e n t i c a l s e c u r i t i e s . The terms of the agreements often provide data to determine whether the s e c u r i t i e s are similar enough to make the transaction in
substance a borrowing and lending of funds or whether the s e c u r i t i e s are so
dissimilar that the transaction i s a sale and purchase of s e c u r i t i e s .
6. The report i d e n t i f i e s several uses for RP-RRP agreements, as follows: use
as short-term investments or loans; use as a means of borrowing funds for add i t i o n a l investment; or use to finance the purchase of government s e c u r i t i e s . 7

5

FSLIC-insured institutions are permitted to offer to the public retail repurchase agreements in amounts of less than $100,000 and with maturities of less
than ninety days. A retail repurchase agreement is an obligation on the part
of the issuing institution to pay a sum of money to the purchaser, secured by
a perfected security interest in direct obligations of, or obligations fully
guaranteed by, the U.S. government or an agency of the U.S. government.

6

S&L guide, 21-22.

7

Report, 4-5.

6

Most RP-RRP agreements a r e c o n t r a c t s for t h e s a l e and purchase of U.S. T r e a s ury bonds, b i l l s , and n o t e s . However, t h e agreements may a l s o be c o n t r a c t s
f o r t h e s a l e and purchase of mortgage-backed c e r t i f i c a t e s , b a n k e r s ' a c c e p t a n c e s , n e g o t i a b l e c e r t i f i c a t e s of d e p o s i t , and commercial p a p e r . Savings and
l o a n a s s o c i a t i o n s ' t r a n s a c t i o n s i n RP-RRP agreements g e n e r a l l y i n v o l v e U.S.
Treasury bonds, b i l l s , and n o t e s , as w e l l as mortgage-backed c e r t i f i c a t e s .
Mortgage-backed certificates
7. SOP 85-2, paragraphs 1-3, describes the establishment of the secondary
mortgage market through the development and adoption of mortgage-backed
securities. Several organizations, such as the Government National Mortgage
Association (GNMA), the Federal Home Loan Mortgage Corporation (FHLMC), and
the Federal National Mortgage Association (FNMA), guarantee privately issued
securities backed by pools of government-insured or government-guaranteed
mortgages.
8. Under GNMA s p o n s o r s h i p , f o r example, t h e U.S. government guarantees timely
payments of p r i n c i p a l and i n t e r e s t on s e c u r i t i e s t h a t a r e i s s u e d by p r i v a t e
f i n a n c i a l i n s t i t u t i o n s and backed by pools of government-insured or governmentguaranteed mortgages. GNMA p a s s - t h r o u g h s e c u r i t i e s provide for monthly i n s t a l l m e n t s of i n t e r e s t on t h e unpaid balance a t t h e s e c u r i t i e s ' s t a t e d c e r t i f i c a t e r a t e , p l u s payment of scheduled p r i n c i p a l a m o r t i z a t i o n , r e g a r d l e s s of
t h e delinquency s t a t u s of t h e u n d e r l y i n g c o l l a t e r a l , t o g e t h e r with any p r e p a y ment o r o t h e r r e c o v e r i e s of p r i n c i p a l . GNMA p a s s - t h r o u g h s e c u r i t i e s a r e i s sued by mortgage b a n k e r s , savings and loan a s s o c i a t i o n s , and banks t h a t o r i g i n a t e FHA-VA m o r t g a g e s . I n s t e a d of s e l l i n g t h e mortgages o u t r i g h t or
f i n a n c i n g them through d e p o s i t s or o t h e r d e b t , t h e i s s u e r forms a pool of
mortgages and s e l l s p a s s - t h r o u g h s e c u r i t i e s . The i s s u e r c o l l e c t s the mortgage
payments and, a f t e r deducting s e r v i c i n g f e e s , r e m i t s monthly to t h e c e r t i f i cate holders.
9. SOP 85-2, paragraph 4, indicates that mortgage-backed, pass-through securities are bought and sold in several arrangements, including RP-RRP agreements and dollar repurchase-dollar reverse repurchase agreements.
10. The S&L guide states the following: "Investments in pass-through certificates have some characteristics common to investment securities; however,
they more closely approximate a participating interest in real estate loans.
Accordingly, an investing association should account for those investments in
a manner consistent with other participating interests in real estate loans."8

CURRENT REPORTING GUIDANCE
Repurchase and reverse repurchase agreements
1 1 . Banks, b r o k e r - d e a l e r s i n s e c u r i t i e s , c r e d i t u n i o n s , investment companies,
s t a t e and l o c a l governmental u n i t s , as w e l l as savings and loan a s s o c i a t i o n s

8

S&L g u i d e , 23.

7

engage in RP-RRP transactions. The current reporting practices of some of
these entities for RP-RRP transactions are considered in the following discussion.
12. Banks. Banks may invest excess funds by buying U.S. government securities from a borrowing bank or a dealer in U.S. securities. The 1983 AICPA
Industry Audit Guide, Audits of Banks, states the following: "Federal funds
transactions should be stated gross rather than net in the balance sheet, as
are securities sold or purchased subject to repo or reverse repo agreements
that qualify as short-term loans or borrowings."9 The illustrative financial
statements contained in the bank audit guide report the carrying amount of
investment securities pledged to secure public deposits and "securities sold
under agreements to repurchase" in the investment securities note.
13. Broker-dealers. The 1985 AICPA Audit and Accounting Guide, Audits of
Brokers and Dealers in Securities, indicates that securities owned by the broker or dealer that are sold subject to a repurchase agreement are reported
with trading and investment accounts, at market value, with the amount of the
repurchase agreement reflected as a liability. The purchase of securities at
a specified price with an agreement to resell the same or substantially identical securities at a definite price at a specified future date is treated as a
receivable collateralized by the securities purchased.10 The illustrative financial statements in the broker-dealer audit and accounting guide report the
market value of the securities sold under agreements to repurchase and the
average effective interest rate at year-end on the transactions.
14. Savings and loan associations. For repurchase agreements, the S&L guide
states the following: "If material, these investments should be disclosed
separately in the financial statements."11 For reverse repurchase agreements,
the S&L guide indicates that a liability should be established for the amount
of the proceeds. The S&L guide does not provide any recommendations for disclosure of RP-RRP agreements.
15. Other. Currently, exposure drafts of proposed audit and accounting
guides for credit unions and investment companies discuss RP-RRP agreements
and provide recommendations for disclosure of those agreements in the financial statements. Also, the Governmental Accounting Standards Board issued
an exposure draft on June 28, 1985, of a proposed statement of governmental
accounting standards, Accounting and Financial Reporting for Deposits with
Financial Institutions, Investments (including Repurchase Agreements), and
Reverse Repurchase Agreements.

9American Institute of Certified Public Accountants, Audits of Banks (New
York: AICPA, 1983), 68.
10
American Institute of Certified Public Accountants, Audits of Brokers and
Dealers in Securities, rev. ed. (New York: AICPA, 1985), 10.
11

S&L guide, 21.
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VIEWS ON ADDITIONAL DISCLOSURE BY SAVINGS AND LOAN ASSOCIATIONS
Repurchase and reverse repurchase agreements
16. Currently, other entities that engage in RP-RRP transactions disclose a
variety of information about those transactions in the financial statements or
notes to the financial statements. The committee recognizes that savings and
loan associations can look to those reporting practices for guidance. However, the committee believes it should provide specific guidance for savings
and loan associations to achieve uniform reporting practices and enhance comparability.
17. The report identified several risks related to RP-RRP agreements as follows :
o

Business risk

o

Market risk

o

Credit risk

o

Risk of collateral

loss12

18. The report describes business risk as the risk that a party entering into
RP-RRP agreements will misunderstand the terms of the agreements. Consequently, the party may misunderstand the economics of the transactions and incorrectly assess the risks it is in fact assuming, the return it hopes to
earn, or the financing costs it is incurring.
19. Price changes or market risk may affect the ability of one party to an
agreement to continue to finance it and the ability of the other party to repurchase the securities at the maturity of the agreement. Changes in prices
also affect the margin in a transaction (the "haircut"); this may create a
need for the seller-borrower to transfer additional securities or return cash.
20. The report states that credit risk is the risk that a borrower may not be
able to repay a loan. RP-RRP agreements can be viewed as a loan of cash by
one party and a loan of securities by another. At maturity, both "loans" are
"repaid." There is a risk that the buyer-lender, having sold or otherwise
transferred the securities to third parties, will not have sufficient resources at the maturity of the agreement to obtain the securities required
for resale to the seller-borrower. There is also a risk that the sellerborrower will not have sufficient funds to repay the loan (repurchase the
securities). Thus, credit risk is faced by both parties to the transaction.
21. Finally, when a seller-borrower transfers securities to a securities
dealer under a reverse repurchase agreement, there is a risk of collateral
loss; that is, the dealer may not be able to sell the securities back at the
agreed-upon price. The report indicates that if the seller-borrower has the

12
Report, 17-20.

9

legal right to set off the securities against the borrowed funds, the potential economic loss is limited; the loss is then the excess of the market value
of the securities (plus accrued interest) at the date of the sale over the
amount borrowed, plus or minus any change in that market value and accrued interest.13
In that case, the risk of losing the collateral is essentially the
same as market and credit risk.
22. If a buyer-lender, under a repurchase agreement with a securities dealer,
does not perfect a security interest in securities purchased (for example, by
having a signed agreement and by taking possession either directly or through
a custodian acting as its agent) the potential economic loss is the amount advanced plus accrued interest, and the risk assumed becomes that of an unsecured lender, namely, credit risk. Collateral risk for the buyer-lender is
reduced if definitive collateral is held by the dealer's custodian as the
dealer's agent with specific identification of the assignee or if book entry
collateral is transferred directly or by a notation entry. Collateral risk is
reduced further if the buyer-lender or its agent, which could be the dealer's
bank acting as the lender's agent, takes possession of the collateral.
23. The legal considerations involved in RP-RRP agreements are important when
evaluating the risk of collateral loss. The report states the following:
A buyer-lender in an RP-RRP transaction does not automatically obtain
a perfected security interest in the underlying securities.... To
create a valid security interest under the Uniform Commercial Code,
the safest approach is to have a separate signed agreement specifically creating the security interest and to perfect the security interest, normally by possession of the collateral.* Some RP-RRP
participants provide explicitly in their agreements for security
interests that would have standing as such under the Uniform Commercial Code. More commonly, however, RP-RRP transactions do not
create security interests; instead, they involve only a pair of
matched confirmations that are similar to an initial purchase or
sale transaction coupled with a forward contract that will reverse
the first transaction at a price that provides for the payment to
the buyer-lender of what is, in effect, interest....

*

The Uniform Commercial Code has been enacted, with some variations
in all states except Louisiana. Article 8 of the model code, which
deals with investment securities, was revised in 1977 to cover,
among other things, book entry securities, but only some states
adopted the revisions. In those that did, a security interest may
be created and perfected in several ways, none of which requires
the filing of a formal notice. Even if a security interest has not
been created and perfected, the courts may choose, for one reason
or another, to recognize a particular RP-RRP agreement as a secured

13The accounting loss may be greater or less than the economic loss if the
book value of the securities is above or below their market value.

10

Possession of the underlying securities may be obtained either directly by the buyer-lender or indirectly through a third party that,
acting as the buyer-lender's agent, takes possession of and holds
the securities for the exclusive use of the buyer-lender. Such a
custody agreement should be evidenced in writing for the buyerlender's protection, and the custodian should be required to specifically identify and segregate the securities held for the buyerlender. ...
Government securities dealers, but not certain financial institutions such as commercial banks and savings and loan associations,
are subject to the Bankruptcy Code. The FHLBB in October 1984 indicated that its policy, in cases in which the Federal Savings and
Loan Insurance Corporation (FSLIC) was the receiver of an insured
institution, was not to limit the contractual rights of the buyerlender to sell securities underlying repurchase agreements except
in cases of fraud or other extraordinary circumstances. Similar
action has not been taken however, by the FDIC, but its practices
have been consistent with those formally adopted by the FHLBB.
The powers of receivers and conservators of bankrupt institutions
that are not subject to the Bankruptcy Code are governed by many
differing federal and state statutes and regulations. Accordingly,
the rights of each party to the underlying securities in case of
insolvency may not always be treated by the courts in the manner
specified in the particular RP-RRP agreement (or master agreement).
Nevertheless, those agreements should contain language that defines what each party intends its rights to be.l4

*

(continued)

loan. Currently ongoing litigation concerning Bevill, Bresler &
Schulman Asset Management Corp., E.S.M. Government Securities, Inc.,
and other dealers may yield judicial precedents on what is required
to perfect a security interest under the Uniform Commercial Code.
Moreover, questions have been raised as to whether implications
could be drawn from relevant U.S. Treasury regulations that would
cast doubt on the applicability of the 1977 revisions to the Uniform
Commercial Code as they apply to U.S. government securities. As
suggested in a later section of this report, auditors should consider
whether an opinion from the client's legal counsel should be obtained
regarding the status of the securities underlying a RP-RRP transaction.

14

Report, 12-14. For further discussion on the legal considerations of RP-RRP
agreements and the underlying securities, see these pages of the report.

11

24. The report states that there is "a presumption that the financial
statements reflect both the risks of and the returns from those undertakings ... ."15 Further, the report also states the following: "Conceptually,
the nature of, and the risks involved in, an RP-RRP agreement may affect the
classification and valuation of accounts reported on the face of the financial
statements or the disclosures reported in the notes thereto.... because of
such matters as the right to return similar but not the same collateral and
the variation in the length of the agreement (possibly to the maturity of the
security), difficult judgments must be made by financial statement preparers
regarding their substance."16 The report recommends that "the appropriate
accounting standard-setting bodies should consider requiring disclosure information to assist users in assessing the risks assumed in RP-RRP agreements
and of the amounts by which both the carrying value and the market value of
the underlying securities in those agreements exceed the cash proceeds."17
The committee concurs with this recommendation, believing that a combination
of disclosures will provide readers of an association's financial statements
with the necessary information to assess the association's position with respect to the various risks.
25. For example, disclosure of the market value of the securities underlying
the agreements coupled with the description of the association's method for
handling the collateral provides the reader with information to assess the
potential economic and accounting loss in the event the transactions are not
completed according to their terms. Volume and rate data on reverse repurchase agreements provide information on the association's method and cost of
funding. Volume data also supply information on the amount of exposure under
reverse repurchase agreements during the period as well as at the end of the
period.
26. The report also states that the "auditor's proper role is to evaluate
whether ... disclosures reflect the substance of RP-RRP transactions and are
in other respects in conformity with generally accepted accounting principles."18
The committee believes additional guidance on reporting RP-RRP
transactions for savings and loan associations will assist the auditor in
that role.
Mortgage-backed certificates
27. Many RP-RRP agreements by savings and loan associations involve mortgagebacked, pass-through securities. The S&L guide states that "such securities
provide a means for associations to invest available funds in easily transferable packages of real estate loans or to sell such packages to generate
needed cash."19 Thus, mortgage-backed certificates provide savings and loan

15
16
17

I b i d . , 30.
Ibid.,

30-31.

Ibid., 31.

18

Ibid.
19S&L g u i d e , 22.
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associations with a more liquid, marketable investment than the underlying
mortgage loans. Mortgage-backed certificates have traditionally been included
in loans receivable in the financial statements. However, some savings and
loan associations classify mortgage-backed certificates separately from loans
receivable in recognition of the above characteristics.
28. Statement of Financial Accounting Standards (SFAS) No. 65, Accounting for
Certain Mortgage Banking Activities, establishes accounting and reporting
standards for certain mortgage banking activities. Mortgage-backed, passthrough certificates held for sale by mortgage bankers, as well as by banks
and by savings and loan associations that conduct operations substantially
similar to the primary operations of mortgage bankers, are reported at the
lower of cost or market value, determined as of the balance sheet date. Paragraph 9 of SFAS No. 65 provides guidance for determining the market value of
mortgage-backed certificates. Paragraph 28 of SFAS No. 65 states that
mortgage banking enterprises shall distinguish between "(a) mortgage loans
and mortgage-backed securities held for sale and (b) mortgage loans and
mortgage-backed securities held for long-term investment."
29. The S&L guide recognizes that investments in pass-through certificates
have some characteristics common to investment securities. The S&L guide also
indicates that the market value of investment securities should be disclosed
parenthetically in the financial statements or the notes.20 The bank
audit guide discusses the importance of market value information.
Disclosure of the market value of investment securities, in either
the balance sheet or the notes to the financial statements, helps a
reader of a bank's financial statements to evaluate the potential
earning power of those investments, since the potential earning
power is governed by prevailing market interest rates applied to the
estimated market value and not the book value of the bank's invested
assets. Disclosure of the market value is required.21
Some savings and loan associations currently report the market value of
mortgage-backed certificates. The committee believes the market value of
mortgage-backed certificates provides important information to the users of
an association's financial statements.

RECOMMENDATIONS
30. The AICPA Savings and Loan Associations Committee recommends the following:
Repurchase and reverse repurchase agreements
The following should be disclosed in the financial statements or notes to the
financial statements.

20

Ibid., 20

21

Bank audit guide, 34.
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(1)

A narrative description of the association's activity during the
period in RP-RRP transactions.

(2)

End-of-the-period disclosure should i n c l u d e —
a.

Securities purchased under agreements to resell
a g r e e m e n t s ) , including the following:

(repurchase

o

Description of the securities underlying the agreements

o

The cost of the agreements, including accrued interest

o

The market value of the securities underlying the agreements
if less than the cost of the agreements

o

The maturity of the agreements

o

Dollar amount of agreements to resell the same securities

o

Dollar amount of agreements to resell substantially identical
securities

o

The physical location of the securities underlying the agreements 2 2

o

Any material concentrations at the end of the period. If any
material concentrations exist at the end of the period, d i s closure should be made of the physical location of the securities underlying the agreements. 23

22

"Physical location" refers to the association's method of handling the securities underlying the agreements. Examples of such disclosure include
whether the securities underlying the agreements are held in the name of the
association by a third party or whether the association has taken delivery
of the securities.

23

Material concentration refers to the dollar amount of assets at risk under
agreements outstanding at the report date with any one dealer. "Assets at
risk" is defined as the amount of funds advanced plus accrued interest if
the securities underlying the agreements are not in the possession of the
association or its agent. If the securities underlying the agreements are
in the possession of the association or its agent, "assets at risk" is defined as the amount of funds advanced plus accrued interest less the market
value of the securities underlying the agreements if less than cost. Materiality should be considered in relation to the association's net worth as
well as its operations. If concentrations at the end of the period vary
from those during the period, consideration should be given to disclosing
this information.

14

_b. Securities sold under agreements to repurchase (reverse repurchase agreements), including the following:
o

Description of the securities underlying the agreements

o

The book value, including accrued interest of the securities
underlying the agreements

o

The market value of the securities underlying the agreements

o

The maturity of the agreements

o

The weighted-average interest rate of the agreements

o

Dollar amount of agreements to repurchase the same securities

o

Dollar amount of agreements to repurchase substantially
identical securities

o

The physical location of the securities underlying the agreements or, in the case of agreements to repurchase substantially identical securities, a description of the arrangements
with the dealers who arranged the transactions

o

Any material concentrations at the end of the period. If any
material concentrations exist at the end of the period, disclosure should be made of the physical location of the securities underlying the agreements.24

(3) During the period, disclosures should include—
a.

Maximum amount of outstanding reverse repurchase agreements at
any month-end during the period.

b.

Average amount of outstanding reverse repurchase agreements
for the period.

Mortgage-backed certificates
Investments in mortgage-backed, pass-through certificates should be reported
separately on the statement of financial condition. The market value of the

24

Material concentration refers to the dollar amount of assets at risk under
agreements outstanding at the report date with any one dealer. "Assets at
risk" is defined as the book value of securities sold under agreements to
repurchase, including accrued interest plus any cash or other assets on deposit to secure the repurchase obligation, less the amount borrowed against
it (adjusted for accrued interest). Materiality should be considered in relation to the association's net worth as well as its operations. If concentrations at the end of the period vary from those during the period, consideration should be given to disclosing this information.
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mortgage-backed certificates should be disclosed in the statement of financial
condition or the notes to the financial statements.
31. The appendix to this proposed statement of position provides illustrations of these disclosures.

EFFECTIVE DATE AND TRANSITION
32. The recommendations in this proposed statement of position should be applied to financial statements for the year ending on or after December 27,
1985. Earlier application is encouraged.
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APPENDIX

ILLUSTRATIVE FINANCIAL STATEMENT DISCLOSURES
This appendix contains illustrations of the disclosures in the financial statements of savings and loan associations recommended in the proposed statement
of position. The appendix amends the illustrative financial statements contained in the 1979 revised edition Audit and Accounting Guide, Savings and
Loan Associations. The following disclosures are illustrative and other formats are acceptable.
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Stock Savings and Loan Association
Statements of Financial Condition*

September 30
Assets

19X7

Cash ( i n c l u d i n g c e r t i f i c a t e s of d e p o s i t of
$1,300,000 (19X7) and $2,400,000 (19X6))
S e c u r i t i e s purchased under agreements to
r e s e l l (Note X)

$

19X6

1,563,478

$

2,751,112

XXXX

XXXX

U.S. government ( i n c l u d i n g a g e n c i e s )
Market value $2,346,000 (19X7) and
$2,141,000 (19X6)

2,400,100

2,200,038

Municipals
Market value $1,970,000 (19X7) and
$2,474,000 (19X6)

2,125,008

2,565,093

365,000

275,055

XXXX

XXXX

136,134,319

119,997,601

Acquired i n s e t t l e m e n t of loans l e s s a l l o w ance f o r l o s s e s of $85,566 (19X7) and
$70,141 (19X6)

1,101,238

1,423,676

Acquired f o r development (Note 5)

1,119,578

1,176,295

5,034,036

4,793,748

Federal Savings and Loan Insurance Corporation
secondary reserve prepayment

997,723

972,155

Federal Home Loan Bank stock, at cost (Note 4)

2,073,400

1,291,700

Accrued interest receivable

843,874

736,453

Other assets

635,840

283,100

$ 154,393,594

$ 138,466,026

Investment s e c u r i t i e s (Notes 5 and Y)

Other
Securities carried at market in 19X7 and at
cost in 19X6 (cost in 19X7 of $411,150;
market in 19X6 of $283,000)
Mortgage-backed certificates, market value
XXXX (XXXX at 19X6) (Note Y)
Loans receivable, net (Notes 2 and 4)
Real estate

Office p r o p e r t i e s and equipment, a t c o s t , l e s s
accumulated d e p r e c i a t i o n of $1,127,888 (19X7)
and $1,006,424 (19X6)
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September 30
19X7
19X6

Liabilities and stockholders' equity
Savings accounts (Note 3)

$ 119,162,437

$ 114,532,863

24,880,000

13,500,000

XXXX

XXXX

1,361,615

2,800,000

701,141

677,576

Current

36,300

29,000

Deferred

234,700

187,000

2,295,585

1,144,700

148,671,778

132,871,139

Capital stock—$1 par value, 500,000 shares
authorized; 297,340 shares issued and
outstanding

297,340

297,340

Additional paid-in capital

148,670

148,670

5,321,956

5,148,877

Advances from Federal Home Loan Bank (Note 4)
Securities sold under agreements to
repurchase (Note Y)
Other borrowed money (Note 5)
Advances from borrowers for taxes and
insurance
Federal income taxes (Note 7)

Other liabilities
Total liabilities
Stockholders' equity

Retained earnings—substantially restricted
(Note 6)
Net unrealized loss on marketable equity
securities (Note 1)
Total stockholders' equity

(46,150)
5,721,816

5,594,887

$ 154,393,594

$ 138,466,026

Commitments (Note 9)

The accompanying notes are an integral part of the financial statements.

* These sample financial statements from pages 98 to 109 of the 1979 revised

edition of the Audit and Accounting Guide, Savings and Loan Associations,
have not been revised for other disclosures currently required under generally accepted accounting principles. They are presented here only to illustrate the disclosures recommended in the proposed statement of position. The
committee is currently revising the S&L guide and the sample financial statements contained in the updated guide should be reviewed when it is available.
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Summary of significant accounting policies
Securities purchased under agreements to resell. The association enters into
purchases of securities under agreements to resell (repurchase agreements).
The amounts advanced under these agreements represent short-term loans and are
reflected as a receivable in the statement of financial condition.
Securities sold under agreements to repurchase. The association enters into
sales of securities under agreements to repurchase (reverse repurchase agreements). Fixed-coupon reverse repurchase agreements are treated as financings,
and the obligations to repurchase securities sold are reflected as a liability
in the statement of financial condition. The securities underlying the agreements remain in the asset accounts.
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NOTE X.

Securities Purchased Under Agreements to Resell

September 30
19X7
19X6"
Securities purchased under agreements to
resell, including accrued interest
Mortgage-backed certificates with a
market value of XXXX (XXXX at
19X6)

XXXX

XXXX

U.S. government securities with a
market value of XXXX (XXXX at
19X6)

XXXX

XXXX

XXXX

XXXX

At September 30, 19X7, these agreements mature within ninety days. The U.S.
government securities are held in safekeeping in the name of the association
by the Federal Home Loan Bank of New York. The mortgage-backed certificates
are held by the dealers who arranged the transactions. At September 30, 19X7,
no material agreements to resell securities purchased were outstanding with
any individual dealer.
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NOTE Y.

Securities Sold Under Agreements to Repurchase

September 30
19X7
19X6
Securities sold under agreements to
repurchase
Mortgage-backed certificates with
a book value including accrued
interest of XXXX (XXXX at 19X6)
and a market value of XXXX
(XXXX at 19X6)

XXXX

XXXX

U.S. government securities with a
book value including accrued
interest of XXXX (XXXX in 19X6)
and a market value of XXXX
(XXXX at 19X6)

XXXX

XXXX

XXXX

XXXX

At September 30, 19X7, these agreements had a weighted-average interest rate
of 8.92 percent (9.23 percent at September 30, 19X6) and mature within one
year.
The U.S. government securities underlying the agreements were delivered to, and are being held by, the Federal Home Loan Bank of New York for the
account of the association. At September 30, 19X7, XXXX of the agreements relating to mortgage-backed certificates were agreements to repurchase substantially identical securities. At September 30, 19X7, XXXX of the agreements
involving mortgage-backed certificates with a book value of XXXX and a market
value of XXXX were transacted with one primary dealer. The mortgage-backed
certificates underlying the agreements were delivered to the dealers who arranged the transactions. The dealers may have sold, loaned, or otherwise disposed of such securities to other parties in the normal course of their operations and have agreed to resell to the association substantially identical
securities at the maturities of the agreements. Securities sold under agreements to repurchase averaged XXXX and XXXX during 19X7 and 19X6, and the maximum amounts outstanding at any month-end during 19X7 and 19X6 were XXXX and
XXXX, respectively.**

*

A tabular presentation of maturities would also be acceptable.

**The association should consider disclosing the average interest rate of the

agreements during the period.
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